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REVIEWS
Writings in Accounting

DR. MARIE E. DUBKE, CPA, Editor
Memphis State University
Memphis, Tennessee

“AN ANALYSIS OF REAL ESTATE IN
VESTMENT STRATEGIES UNDER THE
NEW TAX LAW,” Stefan F. Tucker, THE
JOURNAL OF TAXATION, Volume 32,
No. 3, March 1970.
The Revenue Act of 1969 is the subject of
extensive analysis in the March 1970 issue of
THE JOURNAL OF TAXATION. Many areas
of interest, such as tax planning under the
Act’s anti-conglomerate provisions, or working
with the new rules affecting multiple corpora
tions, the investment credit, installment elec
tions, private foundations and Subchapter S
corporations, are covered in ten separate
articles. Included are an evaluation of the
changes affecting personal tax planning and an
examination of restrictions affecting nonquali
fied employee benefit plans, as well as an
analysis of administrative changes.
Of particular interest is the article, “An
Analysis of Real Estate Investment Strategies
Under the New Tax Law,” by Stefan F.
Tucker.
Mr. Tucker analyzes in some detail several
provisions of the new law which have a gen
erally adverse effect on commercial real estate
investments. The new provisions restrict the
use of certain accelerated methods of deprecia
tion and may increase depreciation recapture
on the sale of such property. On the other
hand, Mr. Tucker points out that the tax
benefits available for residential rental property
are maintained or increased. A building is re
garded as residential rental property if 80%
or more of the rental income it produces is
derived from nontransient dwelling units. The
author notes that the 80% test is to be applied
each year. Accounting complexities may arise
from a provision which allows changes from
one method of depreciation to another, based
on the current results of the 80% test. (These
changes are not considered to be changes of
accounting method requiring prior approval
of the Commissioner.)
Also excepted from the new restrictive de
preciation provisions are pre-July 25, 1969,
acquisitions of commercial real estate, includ
ing property on which construction was begun
or for which binding written contracts were
entered into before the critical date. Various

problems in ascertaining the starting date of
construction or the qualifying status of a con
tract are discussed by the author.
Mr. Tucker believes that, despite the signif
icant impact of the Tax Reform Act on real
estate investment, “. . . there will remain sub
stantial impetus to invest in real estate con
struction, since at least 150% declining balance
depreciation will remain available for all new
construction. . . .” Also, certain areas of in
vestment are provided with new tax incentives.
The author states that publicly-assisted hous
ing programs which provide only a 6% rate of
return to investors may now receive favorable
tax treatment. Qualified projects (Sec. 1250
property constructed before 1975 with a
mortgage insured under certain sections of the
National Housing Act, etc.) generally will be
subject to the pre-1970 depreciation recapture
rules. In contrast, other residential rental
properties will be subject to a revised computa
tion resulting generally in a somewhat higher
recapture and non-residential properties will
be subject to a computation which eliminates
entirely the reducing “applicable percentage”
and substitutes a level 100% recapture of ex
cess depreciation.
A new type of depreciation deduction is
allowed for rehabilitation expenditures on
qualified housing projects. Expenditures com
ing under the definitions may be depreciated
(straight-line) using a useful life of 60 months
and no salvage value. But, such depreciation
is subject to recapture under the same new
rules now applicable to nonqualified residential
rental properties (rather than under the old
rules applicable to regular depreciation of
qualified housing projects).
Mr. Tucker expresses the opinion that
“. . . the greatest impact of the Tax Reform
Act on real estate is in the recapture area.”
Generally, with exceptions for residential rental
properties and qualified housing projects, full
recapture of post-1969 excess depreciation
will occur when properties are sold at a gain
at least equal to the depreciation. The author
believes that this effect could bring about a
slowdown in real estate transfers, in line with
the desire of the tax-writing committees.
Other areas of interest investigated by the
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author include the effect of depreciation on
the computation of accumulated earnings and
profits. Under the new law, a corporation must
reflect depreciation in earnings and profits
only on a straight-line basis, regardless of de
preciation methods used in computing taxable
income. This change reduces the probabilities
that real estate investment corporations (and
other corporations) will pay tax-free dividends.
The author notes further that the subsequent
gains on sale of properties so involved are to
be carried to earnings and profits in an amount
consistent with this treatment.
A bit of added relief is available under a
revision of the rules dealing with deferment
of gain on involuntary conversions. Formerly,
the specified time period for replacement of
property was one year from the close of the
year of conversion. Now a two year period
has been made available for conversions which
occured after December 30, 1969, the date of
enactment of the Tax Reform Act.
All of the tax law changes discussed by Mr.
Tucker may have significant effects on the
positions of those persons involved in real
estate investment, who comprise a sizable
segment of our taxpayers. For this reason, the
excellent review provided by the author should
be of wide interest.
Dr. Virginia R. Huntington
Arizona State University

“ACCOUNTING AND ITS BEHAVIORAL
IMPLICATIONS,” Edited by William J.
Bruns, Jr. and Don T. DeCoster; McGrawHill Book Co., New York, 1969; 350 pages,
$7.95 (cloth-cover), $4.95 (soft-cover).
There has been a tremendous growth of in
terest in the area of behavioral accounting dur
ing the last decade, and this book of readings
is designed to acquaint the reader with a
sample of recent works in the field. One of the
stated objectives of the editors in preparing the
book was to encourage others to study be
havioral accounting, a relatively new area of
interest within the much broader field of ac
counting. They have, therefore, raised this
question: “Does the traditional accounting
function under-utilize knowledge about man
and, if so, what can be done about it?”
The book considers the impact of the pro
cesses of measuring and reporting on people
and organizations. Behavioral accounting asks
what effect the accounting process has upon
individual and collective behavior and how this
effect can be altered by changes in the manner
in which the accounting function is carried out.
Forty excellent articles are made available to
the reader on such topics as the following:

human relations and the nature of man; ex
istentialism for the businessman; the business
man and the application of Christian prin
ciples; behavioral assumptions of management
accounting; the role of the firm’s accounting
system for motivation; the effects of accounting
alternatives on management decisions; the be
havioral effects of audits; communication
through accounting; budgeting and employee
behavior, human factors in systems design; and
the measurement of human resources. In a con
cluding chapter, the need for research in be
havioral accounting is summarized, and this
statement is made: “If the behavioral scientists
are right, the profession of accounting is going
to change rapidly in the near future, and the
research opportunities available are almost un
limited.”
For the busy accountant, whose time is
limited, this book will prove a worthwhile in
vestment and should provide the reader with
at least an introduction to the field of behavioral
accounting.
Dr. Kathryn M. Iliff, CPA
Northern Illinois University

“OUR AILING MEDICAL SYSTEM” FOR
TUNE, Volume LXXXI, No. 1, January
1970.
FORTUNE has devoted a large portion of
January’s publication to this report. The cost of
health care in the United States amounted to
$63 billion in 1969 and is rising rapidly. In
creased use of services explains part of this
advance but rising prices are the biggest single
contributing factor.
This report is broken into four phases cover
ing prepaid health care, utilization of existing
physicians, life-extending equipment and ser
vices of the medical industrial complex, and
hospitals which represent the distribution cen
ter of services and care. Or as we might say in
industry—contracts for services, labor loading,
capital expenditures, and distribution of the
end product.
Opinions are stated quite strongly regarding
the cost pass-through approach of contracts
for services, the uneconomic distribution of
the skills of physicians, poor planning related
to capital costs and lack of management, as
well as poor distribution of the product.
Whether you agree with all of these opinions
or not there is much that is thought provoking
contained in these articles regarding the social,
economic, and political implications now in
herent in this problem of health care in the
United States.
Mrs. Kalita Tunder, CPA
California State College at Long Beach
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